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Cheapest
Money Around

The little-known Washington Economic Development Finance
Authority may sound like a bureaucrat’s dream, but the stripped-
down bond issuer is making a name for itself offering some of

the cheapest money anywhere.

i By Jeif Bond I

In 1996, Spokane entrepreneur Steven Livingstone was looking
for money to develop his latest venture — a $3.6 million
Cajun-theme brew pub and resiavrant, named Bayou Brewery.
The risk taker, who had enjoyed careers in a carnival and then
as a winemaker, took a chance on an unorthodox solution for
raising part of the money.




He wmed w the Washingron Eco-
nomie Development Finance Authori-
ty, or WEDFA, to finance more than
£550,000 in new hrewing cquipment.

The newly privatized and virtually
unknown agency with the uncomfortably
bureaucratic name issues bonds for
small manufacturing and processing
projects located in the state. The aim is
to create jobs and benefit communities,

Livingstone admits he was initially
concerned about getting involved with
an agency that had the air of red tape
about it, but he savs he was pleasantly
surprised. Within a manth of starting
the process, the deal was completed
and Lavingstone hid a check for about
$3.53,0000 in his hand.

“I'll bz honest, you don't expect
bureaucracy to respond to privale
business this well. At least [ didn™,”
Livingstone says.

Beyond the swift service, the honds
were federally tax exempt and came
with an interest rate well below the
markel, one that most small-business
owners could only dream of geiting
from a bank.

That lower interest rate should save
Bayou Brewery about $66,000 during
the course of the lvan compared o
ll:an'mg, and will save 11 $47 000 over a
traditional bunk loan,

Mow, Livingstene and his partaers
run one of the largest microbrewcerics
in eastern Washington., Their Gator
Ale and Spokane Red labels are selling
well. They may even expand Bavou
Breweries to other Monhwest citics.
“It's been a real boon to us,” Living-
sione says, “[The loan] really allowed
us to build a bigger brewery than we
could have otherwise.”

Bayou Brewery was the asthoniy's
first success in 15 new incarnation as a
private company. But it cenainly hasn't
been its last. Since this private-public
hybeid moved from governmental body
o private business in 1996, the anthority
has issued $43.2 million in bonds to
small businesses in Washington and has
created or preserved more than 300 jobs,

Anaother 556 million in bond projects
are in development, with bonds expected
to be issued either in 1998 or early 1999,

The appeal is simple: The rates can’t
be beat. “This is the cheapest mongy

around,” savs WEDFA executive director
Jonathan Hayes, as he talks of floating
interest rates of between 3 percent asd
4 percent and certain seven-year fixed
rates at 5.7 percent. “If the project
qualifics, thiz is really 3 no-brainer.”

Bonding with business

Created in 1989 by the stase Legislature,
the authority was formed, according (o
its charier, "to develop innovative
approaches to the problem of unmet
bends on both a taxable and tax-exempt
hasis for primarily manufactoring and
pr:n:l:xxing Facilities.

In 1996, the authority separated
from the state Office of Community,
Trade and Ecomomic Development bo
make the program more viable as a
business venturs. While the authority
retains its status &5 a govermment
agency, preserving its ability to ssee
bands al bnw intzrest rates and with
tax-exempl statug, Hayes siresses no
stute money 15 used (o support authority
bonds, Instcad, the risk falls on the
lending institutions underwriting the
bonds and the businesses borrowing
the money.

‘The authority issaes three types of
bonds: industrial revenae bonds, or
IRBs; tax-exempt manulacturing and
processing equipment bonds known as
TEMPEs, for small indusirial eq-uip-
ment projects berween $250,000 and
%1 million; and so-callzd “taxable wil™
bonds. These taxable bonds, issued in
conjunction with tax-exempt bonds,
finance coats incligible for tax-exempl
fimancing or for other legal reasons.

The anthority covers all bond counsel
and issusnce costs as well as overhead
by charging a 2-percent placement fee
and a 4-percent issuance [ee on the
total borrowed for TEMPES. For the
other bonds, costs can be paid oat of
the amount borrowed.

Bord money can be uwsed to buy
property of processing equipment and
construct manufacturing wareshouses.

Lyn-Tron Inc., & Spokase firm that
makes fustencrs and spacers for com-
puter circuit bodrds and ollier electionic
equipment, used a $3.7 million “uax-
ahle tail” bomd issuance to expand their
manufacturing warehouse from 36,000
square feel to 56,000 square feet. They

also bought 31 million worth of new
equipment. While vp<front Tees werse
hefty, CEC Don Lynn savs the 25-year
loan he secured for the building and
equipment will save hirm about $350,000
in interest compared to a conventional
bank loan, Another p|ux.‘ The Maney is
paid up front and can sit in a bank eam-
ing interest as the project progresses,
“] think it"s & great deal,” Lynn says.
“Plus, it doesn't kill your cash Mow
like other boans. | was looking at a 9-
percent bank loan as opposed to the
4 5-percent loan through WEDFA,™

High fees and restrictions

Such cheap money comes with restric-
tipns, Hayes is the first 1o say this pro-
gram isn°t for everyone. The bonds are
restricted primarily to companics
involved in manufacturing and pro-
cessing. The companies must alse be
craditworthy and show some public
benefit, usnally job creation or retention,
although Hayes says environmental
improvements and other faciors also
can be considered. The projects must,
of course, be in Washington state and
be welcomed by the local commueity,
criteria most banks don’t use.

The paperwork involved 15 consider-
able and, although Hayes has stream-
lined the process, @ few delays have
occurred due 1o investigations and
completing needed documentation,
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These limitwtion could prevent fast-
growing companies from using the ser-
vice. “l have ofien had 1o regretfully
advise people to not use this ype of
financing because the limitations are
too tough,™ Haves saye. “You should
never let the financing tail wag the
besiness dog.”

Alio & concern for some companies
arz the up-fromt fees, which could
reduce the benefits of the low.interest
rate for projects less than 32 million or
53 million.

Bwight Drake, chairman of Tonkin
Inc., a Monroe-based company that
specializes in developing promotional
clothing and materials for Fortune 500
companies, used the “maxable t@il”
bonds to raise 85 million to build o
new warchouse for the company.
While the bond issuance was the best
choice offersd him by his bank, Drake
estimates he paid about $200,000 in
fees for the deal. He's concluded that if
the project had been $2 million small-
er, he probobly would have wsed & con-
ventional bank loan, “This deal hegins
1o lose its glamour if il pets too small,”
Drake says. “You can get real excited
ahoun & 4. 5-percent loan, but the fees
up front are no fun.”

Hayes agrees, saying that if the pro-
Jeet involves real esiate, the bodiom is
probably 1.5 million. Equipment, on
the other hand, can be supporied down
to $250,000 on a cost-effective basis
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